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EXECUTIVE SUMMARY

In Cdifornia, dl aspects of teachers hedth benefits are locdly determined (generdly through
collective bargaining), including the vested benefits that active members take into retirement. Today
the locally provided coverage for retired members ranges from no employer hedth insurance
contribution to 100 percent didtrict paid premiums for the lifetime of both the retired employee and
soouse. The search for an equitable, affordable and achievable hedth benefit package for dl retired
Cdifornia State Teachers Retirement System (CASTRS) members is an important priority for the
Teachers Retirement Board (Board) and the various education congituent groups. There is
agreement that some level of hedlth benefit coverage should be provided to al CASTRS members to
enhance retirement security. Without hedlth insurance security, retirement benefits are not adequate
to provide basic economic security.

Efforts to expand hedth care protection to al retired members have been underway for over three
years. With hedth care costs for the ederly escdating, a solution for the problem must be found.
The Cdifornia Legidature and Governor have taken two important steps to hedp resolve the
problem. Firgt, Chapter 1132, Statutes of 2000 (SB 1435—Johnston) enables CaSTRS to purchase
Medicare Pat A for dl members not digible to recaeive this federd benefit without purchasng the
coverage. (Most Americans are digible for Medicare Pat A without any premium cost') The
legidation dso established the Teachers Hedth Benefit Fund (THBF), which directs a portion of the
employer's CASTRS contribution to the THBF. The establishment of the THBF is an important tool
in the efforts to expand other health care benefits to retired members.

Secondly, dthough dl retired CASTRS members could now receive Pat A coverage without having
to pay a monthly premium, afordable hedth care for dl retired members is Hill not universdly
avalable. To identify means to resolve this continuing Stuetion, it was recognized that the larger
problem needed a fresh look at ways to solve it. Chapter 874, Statutes of 2000 (AB 2383—Kedey)
directs CASTRS to report to the Legidature on solutions and funding of those solutions. AB 2383
requires CaASTRS to evduate and provide options for prescription drug coverage and hedth
insurance programs for retired members. CASTRS, with input from its Hedth Benefits Taskforce,
has consdered various retired member hedth care coverage plans, cost projections and
adminidgration models. This report evduates dternatives through which CASTRS could participate
in enhancing the affordability of hedth careto its retired members.

This report evauates six different health care moddls
1.  Provide and fund a prescription drug plan
Comprehengive prescription drug plan

Catastrophic prescription drug plan

! Medicare benefits are provided without payment of a premium to retired workers, and their spouses, if the worker
earned 40 credits of Medicare coverage. These credits can be earned by paying the Medicare payroll tax for 10 years.
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Fund participation by retired membersin loca district medica plans

Provide and fund statewide hedth benefit program for dl retired members

Provide and/or fund loca and statewide Medicare supplement plans

Fund individud retired member hedth benefit premium payments

Adminigter retirement health care security accounts (a program for active members)

ok wh

Because dl aspects of teachers hedth benefits are locdly bargained and have little in common
among didricts, any plans devdoped and implemented by CASTRS will have important
implications for loca didricts, active employees, and retired members. This diversty and impact
has been caefully consdered in rdationship to each of the plans reviewed. There is agreement
among al the condituent groups that some hedth benefits coverage should be provided to CASTRS
members, in addition to their current retirement benefits. Severd of the benefit program idess
discussed in this report have broad support, dthough at this time, no one proposal has emerged as
the unanimous firgt priority. The two options that appear to have developed the most interest were
(1) a catadtrophic prescription drug plan, which was the initid choice of most condituent groups
and (2) usng CASTRS resources to fund individud retired member hedth benefit premiums,
paticularly the Medicare Pat B premium. Although there was no consensus on which of these
proposals should be implemented firdt, each group is very committed to moving forward with some
hedth benefit program.

CASTRS review of the hedth benefit environment indicaies that there is a need for specific
improvements to the hedth benefits provided to retired CASTRS members. In paticular, the
avalability of affordable comprehensve care to members over age 65 is, to a large degree,
dependent on the coverage provided by their former employer, which varies substantidly across the
state.

In light of that need, the Board recommends that the Legislaiure, subject to the availability of

resources to CalSTRS and no increased Genera Fund contributions, enact legidation that

1. Edablishes a prescription drug plan that covers prescription drug costs above a specified levd to
provide catastrophic coverage for retired members, and

2. Edablishes individud nomina hedth benefit accounts for retired members, with CASTRS
contributions credited to the accounts to pay Medicare Pat B premiums or an equivaent
subsdy.

In addition, CASTRS review of dternative hedth benefit programs indicated that crediting
contributions into individud nomind hedth benefit accounts while members are employed is a
potentia long-term solution to making affordable hedth care avalable to members when they retire
in the future. As a result, the Board has directed CASTRS saff to explore the legd and tax issues
asociated with establishing such accounts, and identify any necessary changes to federd law to
facilitate development of this program.



|. RETIRED MEMBERSHEALTH INSURANCE ENVIRONMENT

CalSTRSMEMBERSWITHOUT GROUP INSURANCE

The Board was required by Chapter 928, Statutes of 1998 (SB 1528—Schiff) to conduct a study on
providing hedth insurance benefits for CASTRS members and their families The Board engaged
the nationd consulting firm of William M. Mercer, Inc. to assg in this effort, and conducted a
comprehensve survey of medica, dentd and vison benefits for dl CASTRS members (active and
retired members). The survey was completed in the summer of 1999, with a report on the survey
findings issued later that year. The CASTRS Hedth Care Feashility Study provided vauable
indghts into the attitudes, interests, and needs of CASTRS members as they pertain to both hedth
benefits and to a CA STRS role in sponsoring or administering those benefits.

Among the findings of the feasbility study report was that over 75 percent of CaASTRS members
over age 65 (and 70 percent of dl retired members) recelve no or a minima contribution toward
hedth insrance from ther former education employers. Fifty-five percent purchase Medicare
supplement coverage individudly, and therefore do not have the advantage of group insurance
benefits, which provide broader coverage. For these members, access to prescription drug coverage
depends on the availability of Medicare HMOs and/or Medigap plans licensed in their area. The
availability of prescription coverage has been eroded by the withdrawa of many Medicare HMOs
(Medicare+Choice) from many areas of the state. Mary ederly CASTRS members are now faced
with few, or no, affordable options for drug benefits. This leaves some members vulnerable to severe
economic hardship if they have or develop a serious medica condition.

District Health Coveragefor All Retired Members

Retired
Members
Retired Members without District
in Local District Coverage
Plans 70%

30%




When prescription drug coverage is available, these plans have benefit maximums ranging between
$800 and $2,000 annudly. (By comparison, a Congressona Budget Office report issued in
February 2001 reported that the average cost of the drugs used by a Medicare beneficiary was
$1,525 per year.) In addition to these low maximums, some plans cover only generic medications
even when no generic subgtitute is licensed or marketed.

HOW RETIRED EDUCATORS SECURE HEALTH INSURANCE

Cdifornia has a tradition of localy set teacher compensation, including employee bendfits (other
than penson benefits). Because penson benefits are provided on a Statewide bass, these benefits
are generdly comparable from didrict to didrict. This is not the case with other employee benefits,
particularly hedth coverage. There are wide differences among didricts in premiums, employer
contributions, plan copay levels, covered services, and employer supported retired member medica
insurance.

In 1985, the Cdifornia Legidaure attempted to improve the retired teacher hedth insurance
gtuation with the enactment of Chapter 991, Statutes of 1985 (AB 528—Elder). This legidation
required loca school didricts to dlow retired employees to enroll in the loca hedth care plan.
There was, however, no requirement that the digtrict contribute toward the retired employees
coverage. Even more onerous was the provison that dlowed the loca plan to set higher premiums
for retired members commensurate with their potentially higher medica utilization.

COLLECTIVEBARGAINING SUCCESS

Today, because of AB 528, when educators retire, they generally remain in the locd didrict hedth
plan a least until age 65. And, through collective bargaining successes, most K-12 and community
college didricts fund hedth care coverage for retired employees until they reach age 65. However,
most digtricts do not provide any contribution toward a retired employees medica insurance after
age 65. Only a handful of the largest, oldest and most urban didtricts pay for full medicd coverage
for aretired employee's lifetime®

RISING HEALTH INSURANCE COSTSFURTHER ERODE DISTRICT SUPPORT

For mogt didricts, securing adequate resources for current educationa needs makes funding
medica expenses for retired employees a luxury that neither the bargaining groups nor the didricts
can accept. It is common to hear didrict leaders say, “Paying for hedth insurance for retired
employees spends current education dollars on previous education services” As hedth insurance
premiums are again risng a double-digit levels didricts are increesingly unwilling to accept (or

2 See Appendix Three. District Provided Retiree Health Coverage.
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Member's Share of Annual Cost
if Enrolled in District Plan

$2281-$3600 >$3601

<$600
67%

$601-$1320
8%

extend) the long-term ligbility that hedth insurance for retired employess represents. For those
didricts that do provide hedth coverage for retired employees, the benefit is a growing fiscd
burden. Because of the increasng financid drain, some ae activdly conddering subgstantia
modification to the benefit for employees who retire in the future As the number of retired
employees incresse, many locd didtrict hedth insurance programs have as many as one or more
retired employees for every current employee. These plans are seeing dramaticaly escalaing
medica costs and few options to mitigate these risng expenses. It is quite possble that incressing
medicd insurance costs will erode some didtricts ability to meet other important needs. At the very
leest, this dtuation will affect many didricts ability to dlocate additiond dollars for other aspects
of compensation.

CalSTRSHEALTH BENEFIT INITIATIVES

When CASTRS initiated its review of hedth benefit needs of CASTRS members in 1999, the Board
established the Hedth Benefits Committee to assess the scope and breadth of CASTRS members
hedth care coverage needs. In addition, the CASTRS Hedth Benefits Taskforce, comprised of
condituent group representatives, Board members (specificdly the State Controller and the State
Treesurer) and CASTRS doaff, was cregted to assst in evduating the many aspects of a
comprenensve and fiscaly sound hedth benefit program. With the cooperation of the taskforce,
CASTRS has worked for nearly three years evduating the adminisrative and financia structures of
various hedth care coverage and ddivery desgns. The taskforce has played a crucid role in guiding
the devdopment of hedth care benefit initistives and in building a cooperative and beneficid
partnership among varied stakehol ders.



CalSTRSMEDICARE BENEFITSPROGRAM

In its initid review of hedth benefit needs, CASTRS identified the lack of affordable access to
Medicare Pat A (Hospitdization) coverage as having a dgnificant impact on many retired
members. As a result, in 2000, the Board sponsored legidation to establish a new benefit program
that provides dl CASTRS retired members the opportunity to participate in Medicare. Chapter
1132, Statute of 2000 (SB 1435—Johnston) enables CASTRS to pay Medicare Part A premiums
(and any associated pendties) for those retired CASTRS members who are not digible for
premium-free Medicare Part A.

This new benefit assures tha dl Cdifornia educators have the financid ability to participate in
Medicare Pat A by diminating cost as a barier. The program, currently limited to CASTRS
members retired before January 1, 2001, may be extended to qualified members who retire in the
future. This means that Cdifornia teechers can have the same minimum level of retirement hedth
care protection as most other Cdifornians who have Medicare digibility.

By committing a portion of resources available to CASTRS for this purpose®, the Board, the
Legidature and the Governor have demondrated a willingness to use resources avalable to
CASTRS to implement solutions to ease the burden of rising hedth care cogts for retired members.
Yet, it is not possble for CASTRS aone to meet dl the hedth benefit needs of its members. A truly
universal, comprehensve hedth benefit for retired educators will require additiona funding sources
in the form of premiums or additiona contributions from members, employers and/or the State.

THE MEDICARE ENVIRONMENT IN 2001

The Medicare program has been the essentid hedth insurance protection for Americas ederly
gnce it was dgned into law in 1965. Although Medicare is the fundamenta financid base of
edely medicd coverage, Medicare coverage has not adways kept pace with recent strides in
medica technology and resulting changes in dlinica practice. As a result, Medicare does not pay
for the preferred trestments in some important aress.

Medicare HMOs &
For example, medication currently is the only trestment for many W Medigap premiums are
conditions. Yet, Medicare continues to exclude outpatient i increasing at nearly 20
prescription drugs from its coverage. Consequently, seniors who M percent ayear.
rely on Medicare as ther hedth insurance plan must pay for
prescription drugs on their own. There are private insurance plans i Much of these costs
(Medigap and Medicare HMOs) that do provide limited drug | resuitfromrising

prescription costs.

3 The Medicare Benefits Program is funded by redirecting employer contributions that otherwise would be
credited to the Defined Benefit (DB) Program (the main pension program administered by CaSTRYS) to the
THBF, a specid trust fund that is available only to pay hedth benefit expenses. The resulting reduction in
contributions to the DB program is mitigated by resources that are in excess of the amount needed to fund
DB Program benefits. There is no use of pension trust funds to support the health benefit program. Health
benefit programs identified in this report that would be funded with CalSTRS resources would be smilarly
funded.



coverage. These plans premiums, however, are often very expensve. Moreover, in some areas of
Cdliforniathe coverage is not available a any price”.

To compound the problem, a recent Kaiser Family Foundation study found that the prices seniors
pay for their prescriptions are frequently higher than the price paid by younger or better-insured
Americans. Seniors, who must buy thelr prescriptions at retall if they do not have prescription drug
insurance, do not benefit from negotiated price discounts or bulk-buying price advantages that most
insurance companies and group plans enjoy. Faced with often-unaffordable drug prices, sudies are
documenting that many ddely Americans do not comply with their doctors directions. These
seniors employ a variety of practices to "gretch out" the medication to save money. These include
taking smaler doses than prescribed, "sharing” prescriptions with spouses or friends, and smply
not filling the prescription a dl. Until prescription drugs are included in Medicare, a very big gap
will reman in protecting Americds ddely from potentidly devastating medicd expenses. Given
the bipartisan interest in this isue, it is likey that the federa government will eventualy take some
action. Until that happens, however, many CASTRS members, without group insurance protection,
are being placed at both financid and medical risk.

In addition to the coverage Medicare provides for prescription drugs, the future of Medicare itsdf
currently is the focus of condderable debate by the federd government. Overdl, Medicare spending
is expected to double over the next 20 years, due to the growth in covered beneficiaries’. The
Congressiond Budget Office edtimates that, by 2025, Medicare expenditures will increase to $10
trillion. Advances in medicd technology, growth in the number of beneficiaries, the risng age of
Medicare participants and increased patient demand will continue to push per capita costs higher.

During the recent presdentid campaign, both mgor paty candidates identified Medicare
prescription drug coverage and the genera restructuring of Medicare as two of the most important
issues to be tackled by the new Adminisration. Nonethdess, in early 2001, it is unclear whether
any agreement on how to tackle ether the prescription drug issue or the long-term Medicare
funding issues will emerge soon.

* See Appendix Three. Medigap Premiums in Cdifornia. Medicare+Choice Plan Service Areas
> Congressional Budget Office Report: Long Term Budgetary Pressures & Policy Options, March 1997.
Testimony on Budget & Economic Outlook: Fiscal Y ears 2002-2011. January 2001.



Il. MINIMUM SERVICE REQUIREMENTS AND FUNDING SOURCES

The condderation of mnimum service requirements and funding posshilities are  important
components of any hedth benefit program that is adopted. The decison to add any additiond hedlth
programs to the package of CASTRS benefits depends on the cost projections of such programs.
Because hedth care cods are increasing a a rate nearly three times that of prices in the broader
economy, long-teem funding viability is an essentid condderation. The number of CASTRS
members paticipaing in any specific benefit will dso have a direct impact on the benefit's cod.
Ultimately, the adoption of any of the modds presented in subsequent sections will depend on the
confidence the Board, the Legidature and the Governor have in the reiability of the cost projections
and the dependability of the financing sources.

MINIMUM SERVICE CREDIT ISSUES

KEY POINTS

o Full accessto Ca STRS-supported health benefits should be for career educators.
o A graduated vesting scale would provide limited support for members with shorter careers.

The Board's god in evaduating hedth benefits was to enhance the retirement security for career
educators. A minimum service reguirement for this benefit is conggent with this god and has wide
support from the condtituent groups.

Currently there are a number of retirement benefits that do require specific minimum levels of
credited sarvice in order to meet digibility requirements. This is often referred to as "diff-vesting”,
in which a member who has less than the minimum amount of service receives no amount of a
specific benefit. However, whenever receipt of a benefit is contingent on recelving a specific
minimum level of service, issues inevitably are raised concerning members whose credited service
Is just below the required amount. For example, a nember who is not paid for one day of a school
year, for a variety of reasons, may not be digible for a variety of benefit enhancements without
teaching into another school year.

In addition, because Cdifornia schools and colleges are seeking mid-career professonds to enter
teaching, interest in extending the benefit to members with shorter careers is growing. Retirement
hedth benefits could be an additiond recruiting tool for this population. A graduated funding
schedule, with the amount of the CASTRS benefit based on a schedule of increasing credited
service, would be an dterndive to the dliff-vesting and has the support of the congtituent groups.

® See Appendix Three. District Provided Retiree Health Coverage.



This graduated mechanism would continue to reward those with long careers a a higher leve
without cregting some of the issues that exig in other bendfits that have utilized the diff-vesting
sysem. Findly, a graduated benefit schedule makes it more feasble to establish a higher threshold
for complete benefits. If a full benefit is provided after rddivey little service, it is less important to
provide a graduated schedule of benefits. However, any expandon of digibility standards, which
would provide coverage to additiona members, would necessarily increase the cost of this benefit.

The table below shows a possible graduated vesting schedule based on a benefit payment of $50 per
month.

POTENTIAL GRADUATED BENEFIT SCHEDULE
50% BENEFIT 75% BENEFIT 100% BENEFIT
L ENGTH OF SERVICE PAYMENT PAYMENT PAYMENT

10 years $25

20 years $37.50

25 years $50

FUNDING SOURCES
KEY POINTS

a CaSTRS current resources do not permit the system to fund 100 percent of a
comprehensive hedlth benefit program for al current and future retired members.

a The member, the didrict, and the State dl have an interest in supporting hedth
benefits for Ca STRS retired members.

The god of assuring that al CASTRS retired members have hedth security can be achieved when
retired member hedth benefits are equalized throughout Cdifornia. When the Board, the CASTRS
condtituent groups, and Saff began the hedth bendfit initiative, there were many anecdotal Stories
regarding the scope of the problem but limited quantifiable information. Now there is documented
information on the hedth benefit needs and interests of CASTRS members. Only 10 percent of locd
digricts provide retired employees hedth insurance funding after age 65. While there are currently
wide differences among the retirement hedth benefits of members, over time these differences can
be reduced with support from al stakeholders.

There is unambiguous support for enhanced retired member hedth care benefits from the
condituent groups. There is, however, less clarity regarding which benefit plans should be adopted
and how CASTRS financid and adminidrative resources should be committed. If the only resources
avaladle for this initiative are CASTRS funds, the dternatives that can be funded will be limited,



and the implementation of such initigtives will be ddayed until such funds become avaldble Yet
the other stakeholders, the state and didtricts, dso have a compelling interest in enhanced retirement
benefits for educators because these benefits will support recruitment and retention efforts that are
key to overdl improvement of Cdifornias public schoals.

PAYING FOR CalSTRSRETIRED MEMBER HEALTH BENEFITS

The report identifies the currently estimated present value of the individud dternatives over the firgt
10 years of the program. Typicdly, when CASTRS evauates proposed benefit enhancements in its
penson program, it esimates the present vaue of cost over the fird 30 years. The economics of
hedth care, paticularly the volatlity of hedth care costs, however, make projections beyond 10
years not particulaly meaningful. As a result, the long-term cods of the individud dterndives are
identified only for the firg 10 years. This does not, however, reflect the length of time that CASTRS
anticipates the dternative benefit would be provided. Moreover, it does make comparing the cost of
these benefits to penson benefits more difficult.

In addition, because hedth care codts are so0 volatile, CASTRS may determine it fiscdly necessary
to limit its financid participation to a fixed amount in order to protect the fisca integrity of the
ovedl retirement sytem. By edablishing a defined amount avalable for each hedth benefit,
CASTRS will not encounter unexpected pressure to increase contributions in the future. |If,
however, the cost of medica care continues to increase a its historica pace, the fixed contribution
amount will result in diminished protection and benefit for the retired member. Over time,
additiona financid contributions will be necessxry to mantan the same levd of bendfit for the

participants.

In addition, the ability of CASTRS to provide resources for new benefits, including the benefits
indicated in this report, has changed. Since 1998, the benefits provided by CaASTRS to members of
the DB Program have increased sgnificantly and the contributions required from the date have
decreased dgnificantly. These changes were made possble by CASTRS extreordinary investment
returns during the 1990's and the impact of an improved economic environment on DB Program
cods. The current economic environment is much more uncertain, and future CASTRS investment
returns may be subgantidly lower than in previous years. This Stuaion obvioudy has an impact on
the avalability of CASTRS funds for any benefit enhancements If invesment performance
improves to permit CalSTRS to utilize its own resources to fund hedth benefits, CASTRS financid
support can be a mgor component of a program to provide affordable health care security to retired
educators. But, ultimately, without the other dtakeholders in Cdifornids education system joining
in these efforts CASTRS members will face the posshility that their retirement income will not be
adequate to meet their medical costs.

The following teble lays out some of the immediate vaue each dakeholder could derive from

paticipating in the establishment and funding of a sysem of universd retiree hedth care for public
school and community college educators.
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BENEFIT TO STAKEHOLDER IN CONTRIBUTING TO PROGRAM FUNDING

Maximizes buying Expands insurance by
CalSTRS Maximizes persond power with tax assuring group plans
Members retirement security advantaged benefits available
Allocates excess Demongtrates Board's
gaJSLRS Increases retirement resources to expanded responsveness to
oar security for members benefits member needs
Eliminates retirement Trandtions didrictsto
Districts Promotes benefit parity ~ hedlth asan retention afixed retired member
among digtricts issue medica benefit
Eliminates retiree Demongrates the
gtalagfo(:aia hedlth as an issue for Recognizesthevalueof  importance of career

recruitment

career educators

educators
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[11. POTENTIAL HEALTH BENEFIT ALTERNATIVES

Pursuant to the direction given in AB 2383, CASTRS evduaed sx different dternatives for
supporting and/or providing health benefits for retired CAlSTRS members. They are

1.  Provide and fund a prescription drug plan;

a  Comprehensve prescription drug plan

b.  Catastrophic prescription drug plan

Fund participation by retired membersin loca digtrict medica plans,
Provide and fund statewide hedth benefit program for dl retired members;
Provide and/or fund loca and statewide Medicare supplement plans,

Fund individud retired member hedth benefit premium payments;
Adminigter retirement hedth care security accounts,

oA ®WN

Each of these dternativesis discussed in this section.
PROVIDE AND FUND A PRESCRIPTION DRUG PLAN

The CASTRS Hedth Care Feasbility Study cited prescription drug coverage as the benefit plan
most often identified as a priority for retired members This is conggtent with the interests and
concerns of older Americans across the country. Under this aternative, CASTRS would sponsor
and contract for the adminigtration of prescription drug coverage. Two different levels of coverage
are possble (1) a comprehensve plan for members who have no other prescription drug coverage
or (2) a catastrophic plan that covers adl members and pays benefits when drug costs exceed
specified levels.

A datewide comprehensive or catastrophic prescription drug

plan would provide those members without district-paid Both prescription drug
medica insurance protection from the runaway costs of life planswill reduce locd
saving medications. Such plans would dso provide plan health care codts.

CASTRS members with &ffordable drug insurance not
usudly avallable on an individua member basis.

The Cdifornia insurance market has few insurance companies that sdl a comprehensve
prescription drug benefit to older gpplicants. The Medigap and Medicare HMOs that do provide
prescription drug benefits have limits on the amount of the benefit and often on the drugs that are
covered by the plan. This coverage is generdly very expendve and not avalable in dl areas of the
state’. Because district-provided hedlth insurance that is provided to most retired employees until

" See Appendix Two. Medigap Premiums in California. Medicare+Choice Plan Service Areas.
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age 65 includes prescription drug coverage, CASTRS retired members over age 65 are most likely
to be those members without comprehensive or catastrophic drug coverage.

KEY POINTS

o Feashility Study identified prescription coverage as a high priority.

a Sixty percent of CASTRS retired members purchase individud hedth insurance,
not paid nor supplied by the locdl didtricts.

o Caadrophic coverage for prescriptions is not avalable on an individud bass in
Cdifornia

o Presription plan management would be less complex than other medicd
benefits. CASTRS could contract with several proven prescription drug
adminigtrators.

o As many as 30 percent of CaSTRS over-65 members will have prescription drug
costs greater than $1,800 in any year.

o Catastrophic prescription drug benefits are more easly adjusted in order to
maintain the fixed funding commitment.

| SSUES TO CONSIDER

o Defering action on prescription plans until federd plans are clearer.

o Prexription cods are the fastest growing medica expense. Long-term costs are
difficult to predict. Plan costs could outgrow available resources. This would
require the Board to ether reduce benefit levels or incresse the amount of
resources available to the program.

Comprehensive  Prescription  (CoMPRX) Plan. This CoMPRX
voluntary plan would provide the primary pr@cnptlon Would indlude awide
coverage for the member. The plan could have various array of copayments and
copayment and deductible options. A member would not deductibles to meet the
likedy have, or need, any other prescription coverage. eeds of ber
Premiums, deductibles, and copays would be adjusted to e Of more members.
keep the cost of the plan to CASTRS within the
contribution commitment.

Universal Catastrophic Prescription (UNIVRX) Plan. This plan would cover dl retired members
and each would be expected to maintain other coverage in an undelying plan. The plan
deductible would be high (i.e. $1,200-$2,000 per member). The amounts paid by both the
member and the underlying plan would apply toward the deductible. After the deductible is met,
a smal copayment (i.e. $10) would be required up to an established maximum (i.e. $7,000).
Deductibles and copays would ke adjusted to keep the cost of the plan to CASTRS within the its
financid commitment.

8 See Appendix Three. Districts Contributions toward Retired Employee Health Insurance.
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Pan Codg Edimates. Projections of prescription drug plan

costs prepaed by Milliman & Robetson, CaSTRS UNIVRX
conaulting actuary, assume that costs will escaate a more The catastrophic

the current overdl Consumer Price Index. Although these cover al retired members
esimates are redigic based on the informetion available at even those currently

this time, potentiad changes in both medica practice and law enjoying district provided
(such a new phameceuticds in the pipdine and coverage.

breakthrough treatment of chronic disease that cdl for ‘drug

cocktals) could have a profound effect on the cost of
prescriptions for seniorsin the out years.

On the other hand, unforeseen events and developments

(such as Medicare prescription drug coverage, federad drug _ o
cog controls and expanson of over-the-counter drug Relying on prescription
avallability) could reduce the rate of price increases and result cost projections beyond
in drug costs lower than projected. This could reduce the 5yearsisnot practical
member’s out-of-pocket exposure and the sponsor’s funding in today’ s environmen.
obligation.

Both drug plans contemplate limiting CASTRS financid exposure to a fixed amount through
planned benefit changes in the future, such as adjusments in the deductible level, copayment
dructures and member premiums (if gpplicable). These adjusments, while maintaining CASTRS
contribution cogts within the defined commitment, would result in adeclining level of coverage.

The plan desgn would have automatic increases in the member’s cogt share built into the initid
plan benefits. The deductible, copay, and/or threshold a which CASTRS would provide complete
coverage would rise by 5 to 10 percent every two years. Although the Board could choose to
amend the plan and not implement a cost share increase if costs were lower than projected,
members would have an understanding of the cost share increases and those increases would be
predictable. If plan deductibles and copays are not adjusted biannualy, the projected 10-year cost
of the catastrophic plan will rise from $766 million to gpproximaely $1.1 hillion if dl retired
members participated in the program.

Both prescription plans would maximize the use of the Future benefit

latest innovations in prescription drug cost control and modifications would be
qudity assurance sysems. Each plan would include a built into the plan design.
patient-focused disease  intervention program to  hep

member_s manage their medications appropr_iately _and to Benefit adjusments
hep with qverall life sk_llls for the chronicdly ill. The asaure that cogts remain
compr ehensive plan would incorporate a broad formulary. within commitment.
Even with these dements, it is difficult to project actud o
plan costs beyond the first four or five years of operation. CalSTRS contribution is
Based on actuarid work of both William Mercer, Inc. and defined in advance.
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Milliman & Robertson, Inc., the cost of a comprehensive
drug program covering only those members without district
pad coverage is edimated at nearly $1.5 hillion over ten
years. Members would pay some of the costs through
premiums, deductibles and copayments. In order to
minimize the chance that only members with high
prescription costs (adverse sdection) will participate, the
benefit contribution by CASTRS or other public entities
must gpproach two-thirds of the tota cost, or $1 hillion over
10 years.

If dl retired CASTRS members, including those with
digrict-pad retirement hedth insurance, participaed in a
comprehensive prescription drug plan, the program costs are
esimated to exceed $2.5 hillion over the same period. The
local plans that provide hedth coverage to retired employees
could expect to see a reduction in their hedth costs of
goproximatdly  $300 million when this plan is fully
implemented.

Over time, a CASTRS Comprehensive Prescription Drug
Plan could expect to have approximately 100,000
participants (members and dependents). Use of this benefit
would be high because of the ages of the members. Based
on 1999 data, the average member would have 18
prescriptions per year® and the median price of each
prescription would be nearly $62 or gpproximately $1,100
in prescription cogts annudly.

The Catastrophic Prescription Drug Plan would immediately
include dl retired members, resulting in about 200,000
covered members and dependents. CaSTRS would pay most
plan costs for the member, except for reasonable
copayments. Premiums would be required for dependent

participation.
Because the catastrophic drug plan would integrate with
members individual Medigap and Medicare HMOs plans,

there would be no overlapping of prescription drug coverage
rellting in over-insurance for this group. However, for

UNIQUE VALUE FOR THE
MEMBER

The CASTRS
precription plans
would have specific
features valuable to an
older population.

The plans would

emphasize qudity of

life services.
Case Managers and
Disease Intervention.
Patient & Member
Education Programs.

The Catastrophic Plan
would have strong
market presence with
200,000 retired
members and

dependents.

Locd plans could be
expected to modify
retired employees
prescription benefits.

° Express Scripts 1999 Drug Trend Report, June 2000, Express Scripts 2000 Report on Prescription Drug
Usage in the Insured Senior Population. November 2000. February 2001 Congressional Budget Office set
the annual amount at $1,525 or 39 percent increase over Express Scripts study.
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members in locd didrict plans, a universd catastrophic
prescription drug plan would result in over-insurance.

To avoid this duplicate coverage, CASTRS anticipates that
locd didrict plans would amend the drug bendfit for retired
employees only by edadlishing an annud prescription
benefit maximum. This bendfit change would provide vaue
by (1) diminating potentid over-insurance of the group of
retired employees and (2) helping locd plans reduce the cost
of retired employee medica coverage.

Mog locd plans subsidize premiums for retired employees
to a minima extent by blending the experience of active and
retired groups and then seting a common  premium
structure. A Catastrophic Prescription Drug benefit would
limt the locd pla’s drug cos exposure for retired
employees and should have a podtive impact on the plan's
overdl expeience and ultimatdy the active employees
premiums. Locd plan savings ae edimaed to be nearly
$400 per retired member per year.

Adminigrative Congderationss For CaSTRS, becoming a
plan sponsor of any hedth program will be a mgor new
repongbility. If, however there is an aea whee the
adminidrative issues would be the leest complex, it is in the
area of prescription coverage. Drug benefit adminidration is
the most automated area of hedth care. It dso has the best
data capture sysems and reporting standards. CaASTRS
shoud be an atractive potentid dient for severd
experienced and wadl-regarded pharmacy benefit managers
(PBM) that could adminiser the program ether initidly or
on along-term basis.
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Locd plans could save
as much as $400 per
retired member the
fird year the
Catastrophic Planisin
place.

PBMs are the most
automated
adminigratorsin
health care.

Prescription data
collection isrdidble
and timely.

Both costs and use can
be monitored
accurately for
appropriate utilization
of dl medications.




|LLUSTRATIVE BENEFIT DESIGN

COMPREHENS VE PRESCRIPTION DRUG PLAN (COMPRX)
Annua Deductible $0 $50 $100
Copayment $10/$20 $10/$25/$35 $8/$15/$30
Mail Order Mandatory Optional After 90 Days After 90 Days
Loca Prescription Drug
Network Yes Yes Yes
Mandatory Generic Yes Yes No
Case Management Yes Yes Yes
Formulary No Yes Yes
Total Cost Per Member
per Month, 07/1/01 $145 $115 $75
Member Premium, (cost
share under 33%) $42 $29 $15
Maximum Benefit None None None
Edtimated 10-year Plan
Cost, 15 Years of Service $1,885 million $1,652 million $1,281 million

Any voluntary hedlth benefit program can result in a pool of participants with higher medica
expenses than the overdl population of that age group, a Studtion refered to as “adverse
sdection”. This usudly occurs when the member's share of the cogt is too high. If only members
who are confident that their prescription costs will exceed the cost of the plan eect to participate,
cod projections will be dgnificantly understated and overdl plan viability will be in question. The
plan’s member out of pocket expenses, such as deductibles, copays and premiums, should be
limited to no more than one third of total plan coss. This level of cost share can be accomplished
through both the group purchasing and the Ca STRS member benefit.

The Catastrophic Prescription Drug  Pan,  unlike the
Comprehensive Prestription Drug Plan, would integrate with

the member’'s underlying drug plan. As such, this plan would
not include a formulary. This would prevent those members
whose base prescription drug coverage rolls to the CASTRS
plan from encountering formulary incompatibility between the
two plans.

The univesd digibility feaure diminades the adverse
sdection concern of the Comprehendve Prescription Drug
Plan and can be expected to have drug utilizetion very smilar
to projections. Findly, with the adoption of a Catastrophic
Prescription Drug Plan dl smilaly dStusted members  will
have the same CASTRS benefit regardless of the digtrict from
which the member retires.

- 17 -

Catastrophic
Prescription Drug

Plan would not havea
unigue formulary.
Thetrangtion from

the underlying plan to
the CaASTRS plan
would be seamless for
the member.




ILLUSTRATIVE BENEFIT DESGN
CATASTROPHIC PRESCRIPTION DRUG PLAN

Annud Deductible $1,200 $1,800 $2,000
Co-payment $10 $10 $10
Mail Order Mandatory Required Optiond Optiond
Locd Prescription Drug

Network Yes Yes Yes
Generic Mandatory Yes Yes No
Case Management Yes Yes Yes
Formulary No No No
Total Cost Per Member

per Month, 07/1/01 $50 $35 $25
Member's Share of Cost $0 $0 $0
Copay Waived After $7,000 After $7,000 After $7,000
Maximum Benfit None None None
Estimated 10-year Plan

Cogt, 15 Years of Service $650 million $512 million $427 million

FUND PARTICIPATION BY RETIRED MEMBERS IN LOCAL DISTRICT MEDICAL
PLANS

Under this dternative, CASTRS would contribute a predetermined fixed amount annudly toward
the retired member's codts in the local plan. CASTRS role would be to help support the individua
retired member’s cods to remain covered by the locd didrict benefit plan. This option would
maximize the vaue of the current system of local hedlth benefit plans.

KEY POINTS

o A contribution on behdf of the retired member to the locd didrict plan would reward those
digtricts that have provided hedlth insurance to retired employees.

o Providing a bendfit for the retired member to remain with the loca plan may encourage
benefit plans particulaly desgned to integrate with Medicare—such as true supplement
plans and Medicare HMOs.

o Would maximize the adminigrative capabilities thet areedy exis &t the local levd.

| SSUES TO CONSIDER

o  Hedth benefits will not be uniform for dl retired members.
o Some members may not have the locd plan available because they no longer reside in the
same community from which they retire.
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Annudly, the didrict plan sponsor would provide CASTRS
with the names of members enrolled in the local plan. CASTRS
would then remit to the plan sponsor an amount equa to that
year’s payment for al locd participants.

The Context of the Locd Plan Payment: Ninety-nine percent of
dl ful-time active members have hedth insurace coverage
provided by the school didrict or the community college
digrict. Currently, nine out of ten K-12 didricts and community
colleges contribute toward the hedth insurance premiums of
their retired employees who are under age 65. It is common for
that contribution to be on the same bass as the didrict
contributions for active employees. Less than 20 of Cdifornias
digricts, however, provide an equa contribution for the lifetime
of aretired employee.

Unfortunatdy, many locad plans discourage retired employees
who are over age 65 from remaining in the digrict plan by not
offering a true Medicare supplement hedth plan. As a result, a
retired employee can often purchase individud Medicare
supplementd  coverage less expensvely than the locd plan
premium. There is a saious unintended consequence of this
lack of accommodation for retired employees. Because the
individud plans have ggnificant prescription drug limitations
and often-onerous medica underwriting requirements, retired
employeess most in need of comprehensve prescription
coverage or unable to pass the underwriting requirements
remain in the loca plan. This further drives up the clams cods
and premiums of the group of retired employees. It is a classc
exanple of undewriting rules resllting in a continualy
increasing employer cost.

Because of these conddeations, a CaASTRS premium
contribution on behdf of individud retired members to locd
digtrict plans  could have  two  vduable and
complementary benefits. They are (1) dl retired members, both
the hedthy and unhedthy, would be encouraged to reman in
the locd plan throughout retirement and (2) a larger, more
diverse pool of covered retired members should be a better
underwriting risk resulting in lower per cgpita premium rates.
This environment should dso encourage locd plans to design
benefit dructures to coordinate with Medicare. Overdl, such a
plan could be expected to produce competitive locad plan
premiums for retired employees and comprehensve coverage
packages.
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Due to some

geographic
limitations, retired
members who do not
resdein an aea
wheretheloca
digtrict plan provides
coverage would be
without an option.

8 out of 10 retired
members have digrict-

pad hedth insurance
until age 65.

Some districts have
rules intended to

protect theloca plan
from retiree codts, yet
these rules have
contributed to cost
soird.

The plan cost would be
predetermined and
would be the basis for
theindividua member
benefit.

Predefined criteria
could determine how
the benefit would be
modified.




Pan Cod Edimate The cost of this program is entirdy
dependent on the amount of premium support by CASTRS
determined to be necessary, adequate and affordable. A
fixed dola annud or monthly contribution st in 2001
would surely be judged inadequate in 2015. As a result, a
mechanism to adjust the contribution over time would be
an important plan festure. The most cogly benchmark
would be one indexed to ether medicd cost inflation or
hedth insurance premiums.

Adequate adminigrative dat up funding for CASTRS would be approximately $750,000,
including modifications to information sysems, which should not be subgtantid. On-going
adminidrative costs would be minimd. Initidly, an outdde adminidrative contractor could

Members could be
expected to seek
increases in the benefit
as health care costs
drive up premiums and

copay’s.

operate the plan until the necessary information system plaiformisin place.

Pan Dedgn: Under this proposd, the individud didrict
would notify CASTRS annudly of the number of retired
members enrolled in the loca plan. CaASTRS would pay the
amount in arrears for each verified digible participant to the
locd digrict plan sponsor. The digtricts would be required
to use the payment only to reduce a retired employee's
out-of-pocket codt, such as the retired employee's portion of
the premium, or to reduce required copayments, or to
provide additiona benefits.

Supporting  further development of retired member benefits a the locd didtrict leve would
maintain the drong connection many retired employees have and many more would like to enjoy

with their former colleagues and education community.

The member subsidy
would be based on a
pre-established overdl

program cost.

|LLUSTRATIVE BENEFIT DESIGN
SUBSIDIZED LOCAL PLAN PARTICIPATION
Annua paymentsto didtrictsin arrears

Didtricts required to use funding only to reduce retired member

out-of- pocket costs

Annua or biannua setting of benefit amount to be payable for
each retired member
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PROVIDE AND FUND A STATEWIDE HEALTH BENEFIT PROGRAM FOR ALL
RETIRED MEMBERS

Under this dternative, CASTRS would be a provider of Esteblishing ahedlth
hedth benefits to dl retired CASTRS members, including plan for dl retired
those under the age of 65, and provide financia support of members has generated
the premiums paid by digible retired members. little interest.

A datewide plan for dl retired members would be the most expensve, unwieldy and difficult
hedth benefit to implement and operate for retired members. Hedth plans for dl retired members
in other states have increasingly been restructured because of escalating medicd costs'®. These
plans are becoming unaffordable for both the beneficiaries and the sponsoring public agency.
There has been little congtituent group interest in this approach.

KEY POINTS

o A plan specificdly desgned for retired members should meet the unique needs of older
members more effectively than plans designed primarily for younger, active members.
o Hedth benefits would be uniform for dl retired members.

| SSUES TO CONSIDER

o A planfor al retired members would be complex and expensive to administer.

o Retired members who benefit from blended (actives and retired employees) rates in a
digrict plan could lose the vaue of that indirect subsidy.

o Thedatewide plan would creste yet another hedlth care adminigtrative structure.

Plan Cost Edimate A datewide plan for al retired members would be the most expensve,
unwieldy and difficult hedth benefit to implement and operate for retired members. Hedth plans
for al retired members in other dstates have increasingly been restructured because of escdating
medicad costs™t. These plans are becoming unaffordeble for both the beneficiaries and the
sponsoring governmenta agency. Since there has been very little interest in moving forward with
this gpproach, the cost analysis relies on the published experience of comparable populations.

The annud costs for the group age 65 and over, induding a States that have

comprehensdve  prescription drug  plan  would  be traditionally sponsored

approximately $216 million based on 120,000 participants the such plans are searching

first year. The annua cost for the group under age 65 is for ways to mitigate run-
away costs.

10 See Appendix Four. Other States Health Care Funding Practices.
11 See Appendix Four. Other States Retired Educator Medical Benefits.
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esimated to be $252 million based on 60,000 participants. A rough estimate of the 10-year cost of
the program is $7.3 billion. If member premiums offset 50 percent of the program cog, the
CASTRS portion would be $3.6 billion during the 10-year period.

PROVIDE AND/OR FUND LOCAL AND STATEWIDE MEDICARE SUPPLEMENT
PLANS

Under this dternative, CASTRS would provide and financidly support a hedth program that
supplements the coverage provided by Medicare. This plan would be available only to retired
members who are at least age 65. The plan would aso include a prescription drug benefit.

Members without vested lifetime insurance could choose to _

remain in the loca didtrict plan or to paticipate in a statewide The Statewide

CadSTRS Medicare supplement plan. In either case, some I\Pl/ledlcarel?b%plement
rtion of the member's premium would be subsidized. anwou

port premitim wou ' designed specifically

Members with district-provided  lifetime coverage would Loeerr&eetfthcle dunlque

have a CASTRS benefit payment made on their behdf to the St’)o oer

digrict plan sponsor. This payment could only be used to Members.

offset any member paid costs.

This plan would enable each retired member enrolled in Medicare to choose to participate in
gther the locd didrict plan or a CASTRS sponsored Satewide plan providing Medicare
supplement coverage.

KEY POINTS

o The plan would be desgned exclusvey for members and digible dependents with
Medicare Pats A & B. This is the group least likey to have didrict-supported hedth
coverage.

0 Medicd care cods of a plan that covers only members with Medicare would be easer to
predict and more affordable than a plan that included retired members without Medicare.

o Each retired member would have the option of sdecting Medicare supplement coverage
through the loca didtrict plan or the statewide CASTRS plan.

| SSUES TO CONSIDER
o A daewide plan would create yet another hedlth care adminidirative structure,

o Thedaewide plan would take severd yearsto fully implement.
o CaSTRS does not have experience in hedlth plan sponsorship.

Pan Cost Edimate The adminigtrative cost to launch this plan could run as high as $1.5 to $2
million. This includes dl adminidrative and communication (an important aspect of the plan's
success) expenses associated with the establishment of the plan. The Cdifornia Public Employees
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Retirement System (CAPERS) spent nearly that amount when changing plan adminigtrators for the

sdf-funded CAPERS plans.

The development period would require expenditures for
member setup and  enrollment, proposd  olicitation  and
evduation from adminidrators, hedth plans, and insurance
companies. Edablishing a datewide Medicare supplement
hedth plan (including prescription drugs) would require 24 to
30 months to complete. Redidicdly, therefore, the Statewide
plan could not be operational before January 2004.

Ongoing adminidrative codts for the daewide option would
be incorporated into the premium structure. Actua plan benefit
costs would be determined based on incurred hedth care
expenses, negotisted premiums for insured plans, excess loss
insurance coverage and the number of participants. The sze of
the plan should present an attractive business opportunity for
many managed care and insurance companies contributing to
competitive premium sStructures.

Adminigrative codts to provide the financid support for the
locd option would be minima'2. Some information systems
modifications would be required, but these should not be
Ubdantive.  Initidly, an outdde adminidrative contractor
could operate the plan until the necessary information system
platform was in place.

The plan should have standard underwriting risk because (1)
the pool would be broad and diverse; and, (2) premiums and
benefits would reflect both the vadue of large group buying
power and the benefit payment. By dedgning the plan to
atract a diverse group of members, adverse selection can be
minimized.

With Medicare as the base coverage, overall clams costs
should be both predictable and managegble. The plan codts
over the firg 10 years could be expected to exceed $2.5 hillion,
based on an enrollment of 60,000 CaSTRS retired members
and their dependents. The CaSTRS share of that cost would be
determined based on the adopted CASTRS benefit. If CASTRS
funded 33 percent of the cost, the 10-year cost would tota
about $300 million.

12 See Appendix One. Local Plan Subsidy. Plan Cost Estimate.
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Adminidrative sst-up
cogs could be as high as
$2 million dollars

The statewide Medicare

supplement plan would
include unique features
particularly designed for
older members.

Statewide Medicare
supplement plan can be
expected to experience
standard underwriting
risk. Clams cost should

be predictable.

Each member would
have apremium
contribution required.




The CASTRS benefit payment to reduce each member's premium could be established at the
benefit's inception, thereby edtablishing a fixed CASTRS contribution for the benefit. This fixed
contribution per member could be modified from time to time by the Board subject to member
needs and the availability of resources.

Statewide Medicare

Pan Dedgn. The doaewide plan would be specificaly | supplement plan would be
designed to meet the unique needs of Medicare participants and designed to indude afull
an edely population. As such, the plan should ettract strong | array of services of
participation. The plan could initidly be limited to medicd and | particular benefit to an
prescription drug benefits. In future years other benefits such | older population.

as denta coverage, could be alded. CaSTRS could choose to
enter into contracts with third paty adminigraiors, hedth
plans, insurance companies or CaPERS to act in ether an
adminigtrative capacity or to assume the underwriting risk.

Members would have the
choice of saying inthe
locd plan.

Members without lifetime hedth insurance coud choose to remain in the locd didrict plan or to
participate in a Saewide CASTRS Medicare supplement plan. In ether case, CASTRS would
offset some portion of the member's premium.

Members with digtrict provided lifetime coverage would have a CASTRS payment made on their
behdf to the didrict plan sponsor. This payment would be used to offsst any member pad
premiums. If the payment was gregter than the required member premium, the balance could be
used to reduce other out-of-pocket expenses for which the retired member may be responsible.
These payments would help control long-term member costs.

Plan Design Table:

[LLUSTRATIVE PLAN DESGN
STATEWIDE OR LOCAL PLAN OPTION

Local Plan Statewide Plan

The plan would include at least dl of the following:
»  Fee-for-Service Medicare supplement

Benefits & Administration = Either Insured or Sdlf-Insured
Defined by Local Decision = Two — Four Medicare+Choice HMO Plans
Makers *  One- Two HMO Medicare Supplement Plans (plans

not contracted w/HCFA for Medicare capitation, FFS)
= Comprehensive prescription drug benefitsin each
option.

Retired CaSTRS members would benefit from a choice of plans, carriers and premium dructures.
This would enable each to sdect a program that most effectively meets their individual needs. The
loca plans would continue to establish their own hedlth care benefits and adminigtrative structure.
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FUND INDIVIDUAL RETIRED MEMBER HEALTH BENEFIT PREMIUM PAYMENTS

Under this dternative, CASTRS would provide a medica
benefit equa to an amount of money based on years of service
credited to CASTRS. The funds would be directed by the
retired member to pay for qudified hedth care costs. A hedth
insurance premium support plan has the goped of smplicity,
and builds on CASTRS traditiond drengths of invesment of
contributions and the payment of fixed dollar benefits. Because
CASTRS does not have experience in the management and
oversght of hedth insurance benefits any program that
requires CASTRS to be a hedth plan sponsor would introduce
new roles to the organization. However, a plan that requires
CAdSTRS to manage payments on behdf of the member would
be consstent with core competencies and strengths.

A smpleplanto
understand.

A planeasy to
adminiser.

Plan maximizesthe
srengths of
CaSTRS core

competencies.

This plan does not atempt to introduce or encourage any change in the current school hedth
insurance landscape. Because of the history of hedth insurance for retired employees in schools
and the diversty of circumstances among CASTRS retired members, the one option clearly
workable for dl retired members is to provide financid support for the choices each individua
has made and will continue to make. Divergty of hedth care circumstances among current retired
members makes finding a hedth benefit plan that is of strong interest to al achalenge.

KEY POINTS

vduable,

B

include any qudified medicd expense.

o A CASTRS bendfit paid on behdf of each retired member directly to the health insurer of
their choice is the one plan in which nearly 100 percent of dl retired members would find

o Oneof the hedth insurers could be the Medicare system for Part B, Medical Insurance
coverage. Nearly 100 percent of retired Ca STRS members must purchase Medicare Part

o Funding could be available to support avery limited number of entities, or broadened to

Plan Cod Estimae Using the Medicare Pat B premium as a
monthly benefit benchmark, prdiminary esimaes indicate that
this plan would cogt $573 million over 10 years (if only members
with 15 years of sarvice credit could participate), assuming the
plan would not pay any premium surcharges for those who have
not enrolled in Medicare Pat B when firg digible. Such a plan
would provide a hedth insurance contribution designated
soecificadly to reducing the financid burden of retirement
medical expenses.
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10-Y ear benefit
Projection
(in millions)

25Yrd/Searvice  $290
20 YrdSavice  $490
15YrdSavice $573




The member would not have the option to take cash payments,
and the benefit would be paid directly to the insurance provider. Adding district plans
The benefit should not be subject to federd income tax.

and other insurers would
expand the usefulness of
the plan.

Pan Desgn: The use of benefits under this dternative could be
limited to a specific hedth benefit, or widened to include any
quaified medica expense:

1. Limited use CASTRS has established an effective working relaionship as a group payer with
the Hedth Cae Hnancing Adminidration through the implementation of the Medicare Pat A
benefit. That relationship could be expanded to include payment of retired members Pat B
premiums. Because the adminidrative capabilities are dready in place, adding Pat B payments
would be a smooth implementation. For members whose Pat B premiums ae pad from any
Socid Security benefit checks they may be recaiving, CASTRS would reimburse the member
directly for the premium paymen.

2. Broad use: Alternatively, this option could be expanded to include payments to insurance cariers
in addition to Medicare Pat B. Some members have Pat B premiums deducted from their
monthly Socid Security check. Under this option, the member could have the CASTRS benefit
pad directly to ther Medicare supplement insurance carier. CaASTRS would make the benefit
payments from the Teachers Hedth Benefits Fund to the insurance provider within the scope of
the plan provisons and could deduct any premium baance from the member’'s monthly benefit as
an added service. Some examples of additiona digible payees may be Kaiser Permanente's Senior
Advantage MedicaretChoice plan; Blue Cross of Cdifornia Medigep plans Cdifornia Blue
Shidd; and dl locd didrict hedth plans. Ultimately, this dternative could provide reimbursement
for certain other digible medical expenses, such as those for dentd or vison care, which are not
covered by amember’s other plans.

ADMINISTER RETIREMENT HEALTH CARE SECURITY ACCOUNTS

This proposd is an innovative gpproach that would create a permanent source of funding for future
CASTRS retirees hedth insurance premiums. While an active educator, members would have
contributed on their behdf a smal amount each month to the THBF that would earn investment
income and be avalable for the payment of hedth care expenses after retirement. Such
contributions could be paid by the state, Ca STRS, the employer or, indirectly, the member.

This plan would enable active CASTRS members to begin Current Internd
taking concrete steps toward accumulating financia resources Revenue Savice
soecificaly desgnated to hep pay for the cost of medica rulings do not allow
insurance after retirement. Because this dternative rdies on the plan to be
gmdl contributions paid while employed, it will require years structured exact]

. . y as
before the amount available for any future retiree would be desired. Yet the
adequate to provide red help for retirement hedth cae concept iis viable and
expensss. Those currently nearing retirement will not have time highly desirable.
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to accumulate enough in these accounts to provide security. Nonethdess, combining this program
with one or more of the previous dternatives would establish a sound long-term retirement hedth
care solution.

The pre-funded hedth contributions would be deposted into an individuad nomina account that
the member would use to pay hedth care costs upon retirement or upon reaching norma retirement
age (for those who withdraw from CASTRS penson benefits and leave education). The
information currently available to CaSTRS indicates that the contributions must be determined
ether by daute on a datewide bass, or on a digrict-by-didrict bads through collective
bargaining. Discussons with member organizations indicate tha providing an opportunity for
individual members to determine how much could be contributed to their accounts would enhance
the viability of such a program. Assuming that CASTRS current understanding is correct, there
would need to be changes made to federa law to provide such flexibility.

KEY POINTS

o The plan would hep members accumulate funds during their working life to help offset
the cost of hedlth carein retirement.

o Idedly the contributions can be made on a pre-tax basis and accumulate without taxation.

o Through collective bargaining, didricts and bargaining units could edtablish parameters
for digtrict contributions.

| SSUES TO CONSIDER

o Current Internd Revenue Codes and Rulings place severd redrictions on plan design
that are not desirable.
" Contributions must be designated as employer money and therefore, are not
avalable to the member until retirement.
. Individua employees have no discretion on  paticipation or the amount
contributed.
o Implementation of this plan option would be lengthy.
o Inorder for the plan to be of most value, changesin federa law would be required.

Plan Cos Edimae After plan inddlation, adminigraive
activities would be very amilar to those currently performed for

Adminigrai
three other CASTRS programs (e Defined Benefit | Aorinsralve

: : requirements of this
Supplement, the Cash Bdance Benefit, and the Medicare plan are consistent with

Benefits Progrgﬂg). The .a:ti_viti&s_ required include receipt of CaSTRS core
member and didrict contributions, investment of funds, member
account vaue tracking, and payment of hedth insurance _
premiums to designated entiies On-going adminidrative Implementetion tasks

expenses should be rdlatively nomind. will be complex and will
take more than ayear to

complete.

competencies.
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Start-up costs could be expected to run near $2 million over an 18-month period. An outsde
adminidgrative entity could perform most of the ministerid aspects of the plan. It may be possble
to secure technology needs on a pay-as-you-go contract from an experienced vendor. Regardless of
the choice of in-house operations or contracting out, this plan would require a subgtantid
adminidrative effort to launch.

Plan Design Table:

[LLUSTRATIVE BENEFIT DESGN
HEALTH CARE SECURITY ACCOUNTS

Each participaing member would have a unique nomind account for reporting and

tracking purposes.

2. In order for the contributions to be made on a pretax bass, the member would have neither
choice of participation nor choice of the amount (percentage) contributed. All members of
the group would participate on an identica basis.

3. The participation group can be defined as (1) adl members statewide or (2) each individua
digrict could be its own ‘group’ with the plan being implemented on a didrict-by-didtrict
basis.

4. Contributions could be vested immediately, but would not be available to the member until
(1) retirement from CASTRS or (2) norma CaASTRS retirement age. (Members who
withdrew from the retirement sysem would not be able to recaeive any refunds of
contributions, but would be able to collect benefit payments upon reaching norma
CaSTRS retirement age.)

5. Vaying the amount of the member's contribution based on length of service MAY meet
the IRS criteria and other tax tests as long as dl members with smilar length of service
contribute the same amount or percentage of sdary.

6. Any contributions made on behaf of the member from any source would not be available
to the member prior to retirement or degth.

7. Investment growth from the member's contributions would not be vested until retirement
from CASTRS.

8. Individud members would not sdect invesment vehicle(s). All member accounts would
be aggregated for investment purposes.

9. Any undidgributed funds (due to the desth of the member, for example) could be

redistributed to other program participants.

=
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CONCLUSION AND RECOMMENDATION

Although active Cdifornia public school educators have near universal access to affordable hedth
care, the availability of affordable hedth care for retired educators, particularly those over age 65,
is subgtantidly more variable. Over 75 percent of retired CASTRS members over age 65 receive
littte or no financid support of ther hedth care needs from ther prior employers. Beginning this
year, CASTRS is implementing a program to provide retired members a means by which they can
secure  hospitaization coverage through Medicare, without having to pay a monthly premium.
However, such coverage, while very important, does not provide comprehensive coverage of the
needs of retired members. Medicare does not cover prescription drugs, and members have to
acquire Medicare supplement coverage to obtain such coverage and reduce the cost of other hedth
care.

There are means available for retired CASTRS members to obtain additiond financia support for
their hedth care needs. Such programs can provide comprehensve coverage or more targeted
coverage, such as catastrophic prescription drug insurance or the payment of Medicare Pat B
premiums. In addition, mechanisms could be edtablished to provide a tax-favorable means for
active members to accumulate funds while working that would be avalable to pay hedth care
codsin retirement.

The issue that confronts the CASTRS membership and the Board, and ultimately the Legidature
and the Governor is one of edablishing priorities. Assuming that there is a consensus that
CASTRS should paticipate, in some way, in atempting to address the problem of providing
affordable access to hedth care, the various parties need to determine the extent to which the
priority for such a program is gregter or lesser than the priority for increases in CASTRS penson
benefits. In addition, the resources currently available to CASTRS are not sufficient to completdy
offset the cost of any such program. Consequently, one or more other parties, be it the members,
the employer or the date, would have to provide additional resources, either in the form of
premiums or increased contributionsto CaSTRS.

In generd, the CASTRS membership, spesking through the organizations representing CaSTRS
members, bdieves that a CASTRS program to support hedth care for retired members would be
vauable. At this time, however, no consensus has been reached among the different organizations
which specific hedlth benefit program should receive the highest priority for implementation.

CASTRS review of the hedth benefit environment indicates tha there is a need for specific
improvements to the hedth benefits provided to retired CASTRS members. In particular, the
availability of affordable comprehensve care to members over age 65 is, to a large degree,
dependent on the coverage provided by their former employer, which varies subgtantialy across
the state.

-29 -



In light of that need, the Board recommends that the Legidaure, subject to the avalability of

resources to Cal STRS and no increased General Fund contributions, enact legidation thet

1. Egablishes a prescription drug plan that covers prescription drug costs above a specified
leve to provide catastrophic coverage for retired members, and

2. Egablishes individud nomind hedth benefit accounts for retired members, with CASTRS
contributions credited to the accounts to pay Medicare Part B premiums, or an equivaent
subsidy.

In addition, CASTRS review of dtenative hedth benefit programs indicated that crediting
contributions into individud nomind hedth benefit accounts while members are employed is a
potentid long-term solution to making affordable hedth care avaldble to members when they
retire in the future. As a result, the Board has directed CASTRS daff to explore the lega and tax
issues associated with establishing such accounts, and identify any necessary changes to federd
law to facilitate development of this program.
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Postion: Surplus Fundsfor

Primary

Coga't“e”t Retired member Health Benefit AlAtccep‘f?‘b'e
roup Care Choice ernative(s)
ACCCA "CaSTRS should use limited Catastrophic Menu of health insurance
Association of retirement fund surplusesto Prescription sources that CalSTRS
Cdifornia provide a health insurance Drug Plan would remit premium to
Community subsdy..." on behdf of the retired
College member, if it included
Administrators Medicare Part B asan
option.
ACSA "ACSA issupportiveof useof  Catastrophic Supplemental Medicare
... excess earnings for retiree Prescription medical coverage.
Associgtion of hedlth care. This position Drug Plan
Cdifornia assumes that any hedlth care
School subsidies ... will compete
Adminigrators with other benefit
enhancements when surplus
funds are available."
ART "ART supports the concept of Menu of hedth
utilizing excess retirement care options that
Association of funds for hedlth benefits the member could
Retired provided that it isdonein a select to have
Teachers manner that provides a CaSTRS remit
comparable benefit to (such asfeesor
teachers who aready have premiums) on
retirement benefits paid for by behdf of the
their school digtricts” retired member.
Medicare Part B
Currently ART only supports should be one of
Senate Bill 191, (Karnette) the options
avaladle.
CCAE Qudified support but Catastrophic A mechaniam that will
concerned about long term PrescriptionDrug  dlow the pretax
Association of funding. Do not want to Plan accumulation of fundsto
CdiforniaAdult  reward digtricts that do not provide supplemental
Education provide retired member health retirement benefits for
care benefits. Position paper hedth care with
not provided. flexibility to meet other
retirement needs.
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: Position: Surplus Fundsfor Primary
Constituent Retired member Health Benefit i Cceptable
roup Care Choice ernative(s)
CFT Quadlified support. Questions Catastrophic
remain regarding amount of Prescription Drug
Cdifornia payment available, and other Plan
Federation of CFT retirement priorities.
Teachers Position paper not provided.
CSBA Unofficid support. State Pogtionon
Board has not yet provided Specific benefits
Cdifornia written notice. not yet received.
icgglaﬁ gr?r d Position paper not provided.
CRTA Support the use of excess Supports the
California fundsto imp_r(_Jve reti red_ _ concept of a
Retired members ability to pay rising CaSTRS retllred
Teachers he_elth care expenses. With member subsidy
Association wide differences in the need individud hedth
and circumstances of care accounts.
individud retired members, The member
CRTA supports a plan that would sdect the
would provide persona best personal
options for each individua hedlth care
member. option.
January 22, 2001
Postion on the
Catastrophic
Prescription Drug
Pan: Abstained
from support or
oppostion.
CTA "...recommend that the Sate Catastrophic Active member
California use future STRS excess Prescription Drug  retirement hedlth
Teachers monies for acqmbl nation _of Plan accounts, (P(efurldl ng),
Association benefits for active and retired IF, amechanism qar_l_be
STRS members.” found to dlow flexibility

on participation
requirements and pretax
contributions.
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: Position: Surplus Fundsfor Primary
CONStiuent  Reired member Health Benefit Aﬁ‘é‘fﬂ?\?&s)
P Care Choice
CTA-R Support dlocating some of Catastrophic
S the excess funding toward Prescription Drug
Cdifornia hesith care benefits for retired ~ Plan
;:COZZ?O” system members. Position
: paper not provided.
Retired P
FACCC Support use of excess funds Catastrophic Menu of hedth care
Facul for retired member medica PrescriptionDrug sourcesthat CASTRS
aculty ) ) )
g benefits. Pan could remit premiumsto
Association of :
. on behdf of the retired
Cdifornia e
Community member, if it included
Colleges Medicare Part B asan
option.
CVvT Support use of excess funds Catastrophic Any additiond retiree
for retired member medica Prescription Drug  benefit that does not
Centrd Valey benefits. Plan provide an adverse cost
Trudt impact to the Trust.
EGUSD Support funding for a Catastrophic
minimum prescription dr Prescription Dru
Elk Grove plan prescrpt = Plan M J
Unified School '
Didrict
LACCD Quadlified support. No position  Catastrophic
er provided. Prescription Dru
LA Community . Plan P 9
College Didtrict
LACCG Support use of excess funds Catastrophic
, for retired member hedlth Prescription Drug
LA Community  5e Plan
College Guild
LAUSD No postion taken, at this Does not support
. time. any benefit plan
LA Unified that requires
School Didtrict CaSTRSto bea
plan sponsor.
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: Postion: Surplus Fundsfor Primar
Cogsrt(')tu“pmt Retired member Health Benefit Aﬁ‘;?ﬁ?\?%
Care Choice

PCSIG Support use of excess funds Catastrophic
for retired member hedlth Prescription Drug

Placer County care. Plan

Schools

Insurance

Group

SUSD Support some funding for No position on
retired member health care. specific benefits.

Sacramento

Unified Schoal No position paper provided.

Didrict

UTLA Support use of excess funds

_ for retired member

United Teachers  agrophic prescription drug

of LoSANGElES  aqjor pay part or all of Part
B premiums.

VEBA-SD Quadlified support secondary Catastrophic
tousng increasesto”...bring Prescription Drug

\E/gglrgyag dl retiressto aliving Plan

Bendit income.

Association of

San Diego.
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Appendix Two
Medigap Plans and Premiums in Selected Counties
Premiums for a 65 Year Old Applicant

Blue Blue Central Conseco Bankers | Standard United
County/Plan Cross | Shield States Dir ect Life Life GE Life [ Monumental CalFarm American
Sacramento
County
Plan F 86.00 85.00 94.00 100.83 123.41 117.41 140.00 153.00 135.33 137.00
Plan | 157.00 471.58 228.00
PlanJ 199.00 278.91 328.00 272.33
Kern County
Plan F 86.00 85.00 108.83 110.00 123.41 128.08 140.00 153.00 134.50 137.00
Plan | 157.00 471.58 228.00
PlanJ 199.00 278.91 328.00 271.50
Fresno County
Plan F 86.00 85.00 94.00 84.33 123.41 117.41 140.00 153.00 134.50 137.00
Plan | 157.00 471.58 228.00
PlanJ 199.00 278.91 328.00 271.50
Los Angeles
County
Plan F 99.00 | 104.00 138.50 145.75 167.16 149.41 140.00 153.00 157.25 167.50
Plan | 186.00 651.25 228.00
PlanJ 199.00 278.91 328.00 318.16
San Diego
County
Plan F 99.00 | 104.00 108.83 110.00 123.41 128.08 140.00 96.08 157.66 167.50
Plan | 186.00 471.58 228.00
PlanJ 199.00 278.91 328.00 318.58
Shasta County
Plan F 86.00 85.00 94.00 91.66 123.41 117.41 ? 153.00 134.50 137.00
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Appendix Two
Medicare+Choice HM O Availability

All California Counties

Aetna Blue Inter
Golden Cross Blue | HealthNet | Valey Kaiser PacifiCare
Medicare (10 | Senior | Shidd | Seniority Health Senior MaxiCare | secure Horizons Regiona
County & 5) Secure 65+ Plus Plan Advantage | Max Plus (Basic & Plus) Plans
Alameda
O PLA A\ A ARB
Butte
O Pl A AV A AR
Contra Coga* Contra Costa
Health Plan
O PLA A\ A ARB
El Dorado WHA
Fresno
. B A A A A :
I mperial
O Pl A AV A AR
Kern
O Pl A AV A AR
L os Angeles Universal HC
Madera
Marin
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Appendix Two

Medicare+Choice HM O Availability

All California Counties

County

Aetna Blue Health Inter
Golden Cross Blue Net Valley Kaiser

Medicare Senior | Shield | Seniority | Health Senior MaxiCare
Max Plus

(10 & 5) Secure 65+ Plus Plan | Advantage

NO PLANS AVAILABLE

PacifiCare

(Basic & Plus)

Regional
Plans

Napa | 4y 4y | 4y 4 |
NO PLANS AVAILABLE
Orange Universal
Care
Placer WHA
NO PLANS AVAILAB
Riverside Universal
Care
Sacramento WHA
San
Bernardino
San Diego Sharp Health
Plan
San Chinese
Francisco Community
Health Plan

San Joaquin

San M ateo
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Appendix Two
Medicare+Choice HM O Availability
All California Counties

Aetna Blue Health Inter PacifiCare
Golden Cross Blue Net Valley Kaiser Secure
Medicare Senior | Shield | Seniority | Health Senior MaxiCare Horizons Regional
County (10 & 5) Secure 65+ Plus Plan Advantage | Max Plus (Basic & Plus) Plans
Santa
Barbara
Santa Clara

Sonoma Health Plan
of Redwoods

Stanislaus

Ventura
Yolo WHA

KEY:
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Appendix Three
Districts Contributions toward Retired
Employee Health Insurance

Analysis of J-90 Report District Contribution Data

In 2000, the Cdifornia Depatment of Education conducted a voluntary survey of dl Cdifornia K-12 school didtricts on teacher
compensation and employee benefits. Over 800 didricts provided information on the compensation and employee benefits. The data
collected is comprehengve in dl areas and is the broadest source of information on digtrict provided hedth benefits developed to date.
The information collected includes premiums for dl cariers and dl benefits Enrollment is provided on each didrict's sponsored
medicd, dental, and vison plans by both active and retired employees. The didtrict's annua contribution toward each benefit and each
carier isaso included.

Unfortunately less than 600 didricts provided information on the hedth care benefits provided to retirees. A possible assumption
might be tha if no retiree enrollment or digtrict contributions were reported it was because none existed. Although reasonable, no such
assumption was made. Without CASTRS veifying the information, those didricts that provided no data for retirees are smply
excluded from the following conclusons

1. Under 65 Retired Employees
a 62 % of digricts contribute 100% of the premium for retired employees under 65
b.  11% of digricts contribute 75% of the premium for retired employees under 65
c. 8% of digricts contribute 50% of the premium for retired employees under 65
d. 19% of digtricts contribute less than 50% of the premium for retired employees under 65
e.  16% of digricts do not contribute any portion of the premium for retired employees under 65

2.  Over 65 Retired Employees
a.  38% of digricts contribute 100% of the premium for retired employees over 65
b. 3% of digricts contribute 75% of the premium for retired employees over 65
C. 4% of didricts contribute 50% of the premium for retired employees over 65
d. 8% of digtricts contribute less than 50% of the premium for retired employees over 65
e. 48% of digricts do not contribute any portion of the premium for retired employees over 65
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Appendix Three
Districts Contributions toward Retired
Employee Health Insurance

Retirees Retirees Over
Under-Age 65. Age 65.
Percentage of | | Percentage of
Study Number of Number | premium Paid | | PremiumPaid | | . . .
Didtrict o Active (_)f by District. by District. leltgtlor_l on
County Code District Name Employees Retirees Contribution
Alameda 75039 Dublin Unified Provided No Retiree Data
Alameda 61176 Fremont Unified 100% 0%
Alameda 61192 Hayward Unified 100% 100% Toage 70
Dentd Only
Alameda 75101 Peasanton Unified Provided No Retiree Hedlth Data Pad
Amador 73981 Amador County Unified 62% Lessthan 5%
Contra Costa 61804 San Ramone Vdley Unified 45% 100%
Contra Costa 61754 Mt. Diablo Unified 100% 5%
Fresno 62117 ClovisUnified 100% 100%
Fresno 62166 Fresno Unified 100% 100%
Kern 63321 Bakedfidd City Elementary 100% 0%
Kern 63529 Kern Union High 100% 0%
LosAngdes 64212 ABC Unified 82% 82%
LosAngdes 73437 Compton Unified Provided No Retiree Data
LosAngdes 73445 Hacienda LA Puente Unified 0%
Los Angdes Community College

Los Angeles Didrict 100% 100%
LosAngdes 64725 Long Beach Unified 100% 100%
Los Angeles 64733 LosAngdesUnified 100% 100%

- 4] -




Appendix Three

Districts Contributions toward Retired
Employee Health Insurance

Retirees Retirees Over
Under-Age 65. AQe 65.
Percentage of | | Percentage of
Study Number of Number | premjum Paid | | PremiumPaid | | . . .
District o Active (_)f by Didrict. by Digtrict. leltgllor} on
County Code Digrict Name Employees Retirees Contribution

Los Angeles 64808 Montebdlo Unified 100% 0% To age 67
LosAngdes 64840 Norwalk - LA Mirada Unified 0% 0%
Los Angeles 64857 Pdmdae Elementary 100% 100% Toage 70
LosAngdes 64881 Pasadena Unified 69% 0%
Los Angeles 65060 Torrance Unified 0% 0%
Marin 65466 San Rafad City High 0% 0%
Orange 66431 Anaham Union High 80% 6%
Orange 66464 Capigtrano Unified 100% 0%
Orange 66522 Garden Grove Unified 95% 0%
Orange 64568 Glendde Unified 100% 0%
Orange 73650 Irvine Unified 100% 0%
Orange 66597 Newport-Mesa Unified 53% 0%
Orange 66621 Orange Unified 100% 100%
Orange 66647 Pacentia-YorbaLinda Unified 93% 93%
Orange 73635 Saddieback Vdley Unified 100% 0%
Orange 66670 Santa AnaUnified 100% 100%
Riversde 67033 CoronaNorco Unified 100% 100%
Riversde 67058 Desert Sands Unified 100% 0%
Riversde 67124 Moreno Vdley Unified 100% 0%
Riversde 67215 Riverdde Unified 100% 0%
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Appendix Three

Districts Contributions toward Retired

Employee Health Insurance

Retirees Retirees Over
Under-Age 65. AQe 65.
Percentage of | | Percentage of
Study Number of Number | premjum Paid | | PremiumPaid | | . . .
District Active of by Didrict. by Digtrict. leltgllor} on
County Code District Name Employees Retirees Contribution
Riversde 68411 Swestwater Union High 2% 0%
Ingtituted
Prefunding in

Sacramento 67314 Elk Grove Unified 86% 86% 1993
Sacramento 67439 Sacramento City Unified 100% 100%
Sacramento 67447 San Juan Unified 74% 0%
San Bernardino 67678 Chino Vdley Unified 100% 0%
San Bernardino 67686 Coalton Joint Unified 100% 0%
San Bernardino 67710 FontanaUnified 100% 100%
San Bernardino 67819 Ontario-Montclar 100% 0%
San Bernardino 64907 Pomona Unified 50% 0%
San Bernardino 67850 Ridto Unified 100% 0%
San Bernardino 67876 San Bernardino City Unified 100% 100% Five years only
San Bernardino 61796 Wes Contra Costa Unified 82% 88%
San Diego 68023 ChulaVigaElementary 100% 0%
San Diego 73569 Oceansde City Unified 31% 0%
San Diego 68296 Poway Unified 85% 0%
San Diego 68338 San Diego City Unified 27% 36% To age 67
San Diego 68452 VidaUnified 59% 82% To age 68
San Francisco 68478 San Francisco Unified 100% 100% Retiree Only
San Joaquin 68585 Lodi Unified 84% 0%
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Appendix Three

Districts Contributions toward Retired

Employee Health Insurance

Retirees Retirees Over
Under-Age 65. AQe 65.
Percentage of | | Percentage of
Study Number of Number | premjum Paid | | PremiumPaid | | . . .
District Active of by Didrict. by Digtrict. leltgllor} on
County Code District Name Employees Retirees Contribution
San Joaquin 68676 Stockton Unified 42% 37%
San Joaquin 75499 Tracy Joint Unified 100% N/R
San Joaquin 71308 Turlock Joint Elementary 0% 0%
San Mateo 68916 Jefferson Elementary Provided No Retiree Data
San Mateo 69047 San Mateo Union High 100% 91%
Santa Barbara 69120 Santa MariaBonita 100% 0%
Santa Clara 69666 San Jose Unified 44% 85%
Santa Cruz 69799 Pgao Vdley Unified 100% 0%
Shasta 70136 ShastaUnion High 100% N/R
Solano 70540 Farfidd-Suisun Unified 50% Lessthan 5%
Solano 70581 Vadlgo City Unified 100% 100%
Sanidaus 40717 Modesto City Less than 5% Lessthan 5%
Tulare 72256 VidiaUnified 100% 0%

- 44 -




Origina Survey Conducted April 1999
Compiled Information Updated February 2001

Source: Nationa Education Association's Rankings of the States, 1999

Appendix Four
Other States Health Care Funding Practices

During the month of February 2001, a tedephone survey was conducted to obtain the information summarized in the accompanying table
regarding retired teachers hedth benefits in sdected dates. The states were surveyed based on thelr sdary comparability, sze, and /or
proximity to Cdifornia

of sarvice.

Average Method of Providing Number of | Prescription Drug Method of Funding
Teacher Retired Teachers Retired Benefit (Statewide | Over Age 65 Premium Health Benefitsand Program
State Salary? Health Care Benefits Teachers Plans) Rates: Amount Costs:
Connecticut $51,584
New Jersey | $51,193 Genedly 41,000 Comprehensve | Medicare Retiree Participantsin district N/A
administered at covered at | $300 annud Indemnity - plans pay group rates.
digrict leve. state out-of-pocket $198.57 State makes dlocation
Retirees with 25+ expense max. HMO - $161.82 - to the Teachers
years of service 3 Tier co-pay. $204.47 Pension and Annuity
participatein No annud Non-Medicare Fund to provide full
gatewide plan. benefit max. Retiree coverage for retirees
Didricts may dso Indemnity - with 25+ years of
elect to participate in $342.85 savice.
the statewide plan HMO - $239.08- No subsidy for those
$279.89 with lessthan 25 years
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Appendix Four
Other States Health Care Funding Practices

Average Method of Providing Number of | Prescription Drug Method of Funding
Teacher Retired Teachers Retired Benefit (Statewide | Over Age 65 Premium Health Benefitsand Program
State Salary? Health Care Benefits Teachers Plans) Rates: Amount Costs:
Generdly
administered at
digrict level.
Digtricts must cover
NewYork | $49.437 | "elressif they cover | 54 5
actives. Didricts . , .
may elect to Staewide | Varies Varies according to Negotiated &t
SOt NYC - according to A J individual district
participate in a N/A district. digrict. leve. N/A
satewide plan (few
do)
Pennsylvania | $48,457 Statewide (PSERS Comprehensve | Premiumsvary Tax-free premium
Hedlth Options High optionand | depending on plan assistance of up to
Program) and loca standard option | type (Indemnity, $55/mo for Satewide
didrict plans plans. $250 or HMO) and retiree's | and loca digtrict
$500 Medicare status plans.
deductibleswith requires 24 and one-
20% or 50% co- haf years of service or
pays. both have 15 yearsand
2 tier mail order retirement on or after
CO-pay age 62.

Michigan $48,207 Statewide plan 120,000 | Comprehensve Medicare Retiree Subsidy FY 2000
Formulary - 20% | $225.82 Medical
co-pay with $750 | Non-Medicare Medicare Retiree Non
per year out-of- Retiree $225.82 Medicare
pocket max. $467.74 Non-Medicare Retiree | $106.5M
Non-Formulary - $417.74 Medicare
40% co-pay with $70.1M
No per year out- RX
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Appendix Four
Other States Health Care Funding Practices

Average Method of Providing Number of | Prescription Drug Method of Funding
Teacher Retired Teachers Retired Benefit (Statewide | Over Age 65 Premium Health Benefitsand Program
State Salary? Health Care Benefits Teachers Plans) Rates: Amount Costs:
of-pocket max. Non-
Medicare
$45.3M
Medicare
$113.2M
Alaska $46,845 Statewide plan Retirees hired prior FY 2000
to 7/1/90, or after Medical
6/30/90 if at least $40.2M.
age 65+ - no
premium
Retirees hired after
6/30/90 under age
60 - full premium
($410)
Retirees hired after
6/30/90 over age 60
and under 65 - 1/2
premium.($205)
Rhode Idand | $45,650 Generdly 6,000 Not availablein (Statewide Plans) Negotiated at N/A
adminigered at indemnity plan. Medicare Retiree individua didrict
digtrict or municipa Comprehengvein | Indemnity - leve.
level. Retirees may Medicare+Choice | $114.46 No subsidy for
participatein plans $500 max. HMOs- $46.00- teachersin statewide
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Appendix Four
Other States Health Care Funding Practices

Average Method of Providing Number of | Prescription Drug M ethod of Funding
Teacher Retired Teachers Retired Benefit (Statewide | Over Age 65 Premium Health Benefitsand Program
State Salary? Health Care Benefits Teachers Plans) Rates: Amount Costs:
daewide plan if not annua benefit. $49.00 plan
covered by didtrict. System negotiates
(Few inthis with carriers for group
category) rates
Cdifornia $45,400
Oregon $42,833 Locd Didtrictsto Comprehensve Medicare Retiree: System subsdizes N/A
age 65. After 65 or Pays50% of drug | Medicare+Choice- | premium @$60/mo.
when Medicare costsupto $150 | $89.33t0 $121.09 | for retireeswith at
igible, retirees can out-of pocket Kaiser - $96.03 least 8 years of
participate in PERS max. Indemnity - sarvice Subsdy is
No annua max. $131.19 assessed againgt
benefit. digtrict teacher retires
from.
United States | $40,582
Nevada $38,883 Most retirees have Washoe | Washoe County Washoe County Washoe County N/A
choice of digtrict County | $25annua PPO $301 Digtrict subsdizes up
plans or state plan. 1200 deductible EPO $301 to 40% of premium
99.9% stay on 2 Tier co-pay Clark County depending on years of
digrict plans due to No annud PPO and HMO sarvice.
better benefits. maximum benefit. | rates are approx. No subsidy for
Retirees not $300/mo. gatewide plan unless
continued by provided by digtricts
digtricts may join (few do)
datewide plan Clark County No
digtrict subsidy
Washington | $38,692 Didrict plan 19,000 | Comprehensve Medicare Retiree premiums and N/A
provided to actives $100/$300 $69.49 - $195.33 state funded
only. Retirees must deductible (after Sate contribution of
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Appendix Four
Other States Health Care Funding Practices

Average Method of Providing Number of | Prescription Drug Method of Funding
Teacher Retired Teachers Retired Benefit (Statewide | Over Age 65 Premium Health Benefitsand Program
State Salary? Health Care Benefits Teachers Plans) Rates: Amount Costs:
enroll in satewide 3 Tier co-pay contribution) $69.98/mo. toward
public employee Mail order Non-Medicare Medicare rates.
plan. Retirees must avalable $209.40 - $240.00
enroll in Medicare if
digble
Colorado $38,025 Statewide HMO, Premiumsvary Subsidy for pre-
POS, and PPO plans depending plan Medicare retirees - up
Employer type (Indemnity, to $230/mo
participation PPO, HMO) and Subsidy for Medicare
optiond. retiree's Medicare retirees - up to
datus $115/mo
Percent of subsidy is
based on years of
sarvice a rate of 5%
per year
Texas $35,041 Statewide plans are 109,000 | TRS-CARE 3 TRS-CARE 1 o State contribution, | To be e
avalable for retirees | covered | Plan Medicare - N/A o Active maled
with 10+ years of Only planwith Non-Medicare -$0 contribution (.25%
sarvice. Rx benefit TRS-CARE 2 day)
No other coverage 2 Tier co-pay plus | Medicare - $0 0 Retiree premium
provided. Difference Non-Medicare - a Investment
between generic $48.00 earnings
and brand name TRS-CARE 3
costs Medicare - $67.00
Nor-Medicare -
$162.00
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Appendix Four
Other States Health Care Funding Practices

$35,025 Statewide Plan with Premiumsvary Subsidy of 50% to
Indemnity, PPO, and depending on 100% of premium
HMO options. county of resdence | depending on years of
and plan type credited service (5.0-
(HMO, PPO, 10+)
Indemnity)
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